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COVMONVEALTH OF VI RG NI A

STATE CORPORATI ON COWM SS| ON

AT RI CHMOND, January 21, 2003
JO NT PETITION OF
PHI LADELPHI A SUBURBAN CORPORATI ON
CASE NO. PUE- 2002- 00521
and
AQUASOURCE, | NC.
For approval under the Uility Transfers

Act

ORDER GRANTI NG APPROVAL

On Cctober 4, 2002, Phil adel phia Suburban Cor poration
(“PSC’) and AquaSource, Inc. (“AquaSource”) (collectively,
“Petitioners”), filed a joint petition with the State
Cor porati on Comm ssion (“Conmm ssion”) requesting approval,
pursuant to 8 56-88.1 of the Code of Virginia (“Code”), for the
acquisition by PSC and the disposition by AguaSource of the
stock of AquaSource Utility, Inc. (“Utility”). The Uility is a
whol |y owned subsi diary of AgquaSource, and the proposed
transaction will result in an indirect transfer of control of

public utilities owned by Utility or its Virginia subsidiaries.?!

LUility owns, directly or indirectly, certificated utility conpanies

regul ated by the Conm ssion and other conpanies that provide water and
wastewater service in Virginia. Such conpanies are referenced herein as the
“Virginia Utilities.”


http://www.state.va.us/scc/contact#General.htm

PSC, a corporation, organized and existing under the | aws
of the Commonweal th of Pennsylvania, is an investor-owned water
utility hol ding conpany serving approxi mately 2,000, 000
residents in six states. Pennsylvania Suburban Water Conpany,
the | argest subsidiary of PSC, furnishes water and wastewater
service to the public throughout Pennsylvania. O her
subsi di ari es conduct water and/or wastewater operations in
IIlinois, Maine, New Jersey, Chio, and North Carolina. PSC s
corporate headquarters and PSWs principal business office are
| ocated in Bryn Mawr, Pennsyl vani a.

AquaSour ce, a subsidiary of DQE, Inc. (“DQE’), is a
Pennsyl vani a- based energy service conpany. Utility, a
subsidi ary of AquaSource, directly or indirectly through
subsi di ari es, owns and operates water and wastewater systens in
12 states, including Virginia. AgquaSource s corporate
headquarters is |l ocated in Pittsburgh, Pennsylvani a.

PSC, Aqua Acquisition Corporation (“Acquisition”)? and DQE
Inc., the parent hol ding conpany of AquaSource, entered into a
Purchase Agreenent dated July 29, 2002. Pursuant to the
Purchase Agreenent, PSC will acquire all of the issued and
out st andi ng shares of comon stock; 90% of the outstanding

shares of preferred stock of Uility; all issued and outstandi ng

2 Acquisition, a Pennsylvania corporation, is a wholly owned subsidiary of
PSC, which was forned to effectuate the proposed transaction.



shares of common stock of AquaSource Devel opnent Conpany; and
all of the issued and outstandi ng common stock shares of The

Reynol ds Group, Inc.?3

In addition, Acquisition wll purchase
certain non-regul ated assets, consisting |largely of contract
operating agreenents with various water and wastewater service
providers.* As such, the Virginia Utilities will remain first
and second tier subsidiaries of Uility and will becone second
and third tier subsidiaries of PSC.

The Purchase Agreenent provides for a target cash purchase
price of approximately $205 million. The final purchase price
may be increased by up to $10 nmillion or decreased by up to $25
mllion as various purchase price adjustnents are applied. Such
adjustnents relate to the achi evenent of certain operating
performance netrics, involving revenue, rate base, and projected
custoner connections. PSC and Acquisition intend to fund the
purchase with cash froma conbinati on of short-term debt, |ong-
term debt, common stock, and/or securities convertible into
comon stock. The Petitioners represent that the ultimte
funding decision will be driven by financial market conditions

existing at the tine the acquisition is consummat ed.

3 AquaSour ce Devel opment Conpany and The Reynol ds Group, Inc., are not
i ncorporated in Virginia and do not transact business in Virginia. Approva
to transfer their conmon stock is not required.

4 None of the contract operating agreements involves facilities or end-users
located in Virginia, and, therefore, approval is not required.



On Cctober 23, 2002, the Commi ssion issued its Order for
Noti ce and Comment and Extending Tinme for Review wherein it
extended the tinme for review from Decenber 3, 2002, to February
1, 2003.

Pursuant to that Order, the Caroline County Departnent of
Public works filed comments stating that it had no objection to
t he proposed transfer.

Staff filed its Report on Decenber 19, 2002. Staff’s
inquiry of other jurisdictions where PSC acquired utilities
reveal ed that such acquisitions have not resulted in rate
i ncreases, service deterioration, or changes in the regul ated
rel ati onship of the conpani es acquired by PSC. Staff,
therefore, found no indication that the proposed transaction
woul d inpair or jeopardize the provision of adequate service at
just and reasonabl e rates and recomrended approval of such
transacti on.

Staff concluded that there appeared to be sone benefits
that would result fromsuch transaction. These include placing
t he water and wastewater operations of the Virginia Utilities in
t he hands of an experienced conpany whose focus is on the
provision of high quality utility service at reasonabl e prices.
The Virginia Uilities’ custoners wll be served by a |arge,
fiscally sound conpany that has the capability to finance

necessary capital additions and has the capability for



substanti al econoni es of scale and scope through mass purchasing
of certain goods and the provision of centralized services. The
proposed acqui sition also offers expanded opportunities to
Virginia Uilities’ enployees for career advancenent and
prof essional growth. There was no indication that there are any
financial problens that could filter down to Virginia Utilities.

Staff recommended approval of the proposed transaction but
stated that such approval should not in any way be deened to
approve any acqui sition adjustnents associated with the
transaction. Such adjustnments should be addressed within the
context of a future rate proceeding. Staff also recomrended t hat
a report be subnmitted to the Conm ssion within 30 days of
closing on the transaction wherein the Petitioners wll provide
certain detailed information referenced herein. Staff
recommended that the Petitioners be required to track costs and
savi ngs associated with the nerger and identify and quantify any
portion of such costs and savings attributable to the Virginia
Uilities’ Virginia jurisdiction. Staff noted that there may be
tax inplications with respect to the proposed transaction that
may be at issue in future rate maki ng proceedi ngs.

In a letter dated Decenber 30, 2002, counsel for the
Petitioners stated that the Petitioners do not object to the
recommendations detailed in the Staff Report. |In that letter,

the Petitioners noted that Staff reserved sone positions for



decision in future proceedings. The Petitioners stated that
they reserve their rights and the rights of AquaSource Uility,
Inc., and its Virginia water conpany subsidiaries to assert, in
future proceedi ngs, any position on rate nmaking issues or other
regul atory nmatters as nmay be appropri ate.

NOW THE COW SSI ON, havi ng considered the joint petition
representations of the Petitioners, Staff’s Report, and
applicable law, is of the opinion and finds that the above-
described transfer of control will neither inpair nor jeopardize
t he provision of adequate service to the public at just and
reasonabl e rates and shoul d, therefore, be approved. This
approval for transfer of control extends to all utilities owned
by Utility and its Virginia subsidiaries providing water and
wast ewat er service in Virginia.

Accordingly, IT IS ORDERED THAT:

1) Pursuant to 88 56-88.1 and 56-90 of the Code,

Phi | adel phi a Subur ban Corporation and AquaSource, Inc., are
hereby granted approval for the proposed transfer of stock of
AquaSource Utility, Inc. Such approval extends to the indirect
transfer of control of Al pha Water Corporation, AquaSource SL,
Inc., AquaSource Uility-Virginia, Inc., Blue Ridge Uility
Conpany, Caroline Uilities, Inc., Earlysville Forest Water
Conpany, Heritage Homes of Virginia, Inc., Indian R ver Water

Conpany, Janmes River Service Corporation, Lake Monticello



Servi ce Conmpany, Land’ Or Wility Conpany, Inc., Mountainview
Water Co., Inc., Powhatan Water Works, Inc., Rai nbow Forest

Wat er Corporation, Reston/Lake Anne Air Condition Corp., Sydnor
Water Corporation, Water Distributors, Inc., Sydnor

Hydr odynam cs, Inc., Ellerson Wlls, Incorporated, and Mayfore
Wat er Conpany, | nc.

2) The approval granted herein shall have no rate naking
i nplications.

3) The approval granted herein shall in no way be deened to
i ncl ude approval of any acquisition adjustnents related to the
above-referenced acquisition.

4) The Petitioners shall be required to track costs to
achieve the nerger as well as savings achieved as a result of
the nerger and shall identify and quantify any portion of such
costs and savings attributable to the Virginia Utilities’
Virginia jurisdiction. Costs and savings shall be tracked for
five years fromthe date of closing and shall be nmade avail abl e
for Staff review

5) The Petitioners shall file with the Conm ssion a
report of the action taken pursuant to the approval granted
herein within thirty (30) days of such action taken, subject to
extension by the Director of Public Utility Accounting. Such

report shall include the date the acquisition took place and the



actual price paid by PSC for the stock of AguaSource Uility,
I nc.
6) There appearing nothing further to be done in this

matter, it hereby is dism ssed.



